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Part Two—

Playscript dramatizing perils of auditing computer
records without sufficient data processing knowledge
enlivens second day of Boston—

SEVENTH ANNUAL COMPUTER CONFERENCE
A Management Adviser Staff Report

second morning of the
partner of the supposed accounting
AICPA Seventh Annual Com
firm; Harry Brown, Ernst & Ernst,
puter Conference, Tuesday, Mayplaying Dick, the supervisor; and
25, opened with a departure from
Jack Martin, Seymour Schneidman
previous AICPA meeting formats.
& Associates, playing Harry, the inUsing the playscript technique,
charge accountant. The script was
several members and staff person
written by Harry Brown.
nel dramatized the perils facing
On to the play:
a CPA firm doing an audit for a
(We are in the accountants’ office
company that has gone in heavily
with Partner Tom, Supervisor Dick,
for automated record keeping when
and In-Charge Accountant Harry.
the CPAs don’t understand enough
They are quite pleased over the
about computers. Entitled “The
acquisition of a fairly large client.
Best Defense Is a Good Audit,” the
Partner Tom is seated behind the
story opened in the office of a
desk and the oth
er two men are
mythical accounting firm consider
entering the office.)
ing a new account, an automobile
Tom: Come on in, Dick, you too,
repair parts company that report
Harry. I’ve got some good
ed it was having inventory turn
news.
over and accounts receivable prob
Dick: Is it about AIC? (turning
lems.
to Harry) That’s Automatic
The real accountants portraying
Industries Corporation. I heard
the fictional accountants were, re
that we were being considered
spectively, Robert B. Nadel, Hertz,
as auditors.
Herson & Co., playing Tom, the
he

T
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Tom: Yes, that’s right! I just
came from a meeting with the
finance committee of the Board
of Directors and we have been
selected as auditors for this
year. I am really impressed
with the officers and board
members that I met today. As
you know, AIC has its head
quarters operation here in
town but at the present time
it has a dozen automotive parts
warehouses throughout the
Midwest.
Dick: How old is the company
and what are their net sales?
Tom: The company was started
about 10 years ago by three of
the present officers. It is dis
tributor for several lines of
fast-moving automobile repair
parts. They also have a small
retail operation at each ware
house which sells some of the
fancier specialty items for hot
33

rods and drag racers. Sales
have been increasing about 10
per cent a year and last year
the company had sales of
about $20,000,000.
Harry: Sounds interesting. That
should make it about our larg
est client.
Tom: That’s right. A quick re
view of last year’s financial
statements, which were not
audited, by the way, showed
that they had some inventory
turnover problems and possibly
some accounts receivable col
lection problems. My quick
estimate is that the audit will
require about 1,600 hours this
first year and a little less than
that in the future.
Dick: How does their account
ing look? Did you get a chance
to talk to anyone?
Tom: Yes, I did. I talked with the
Treasurer and he indicated
that they were doing some
great things with the comput
er. They hired their data proc
essing manager away from a
much larger wholesale auto
motive parts company and they
seem to be getting some excel
lent reports out of the system.
Just about everything, I under
stand, is automated. Their
gross profit margin is very slim
and they have to have good in
ventory turnover and very
quick response to customers’
requests to maintain any kind
of competitive edge over other
parts wholesalers. They have
their own salesmen at each
warehouse location and they
also have a delivery service to
the larger local garages and
repair shops.
Dick: When can we get started?
What’s the year-end?
Tom: It’s a December closing
and we should start almost im
mediately. I’ve already dis
cussed inventory observation
with the Treasurer and he in
dicated that they would take
their physical inventory at the
end of November. Perpetual
inventory records are on the
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computer for all 12 ware
houses. He indicated that eight
of the warehouses were quite
large but that four of them
were relatively new and these
have much smaller inventories.
Just about everything is cen
tralized at the main office.
Maybe we will only observe
the inventories at the eight
largest warehouses this year. I
want you, Dick, to supervise
the job and I think you will
need about three staff account
ants. I already chose Harry for
you because I noted from his
personnel record that he had a
course in computer programing
in college. Is that right, Harry?
Harry: Yes, sir. At State, the En
gineering School offered a pro
graming language course to
any student. I took the course
and wrote a few programs in
Fortran. We ran the programs
on a terminal located in one of
the engineering building class
rooms. I was certainly im
pressed with the calculating
speed of the computer.
Dick: I’m glad you are working
with me again, Harry, but I
don’t think that the computer
should give us much trouble.
I already worked on one job
where the client has a com
puter and we found it no dif
ferent from any other job. In
fact, the reports were so good
that we were able to complete
the audit without going near
the computer room. We com
mented in the management let
ter on the high quality of com
puter output, although we did
mention that they were spend
ing a pretty good chunk of
money for data processing.
Tom: Good. I think, Dick, that
you had better call the Treas
urer tomorrow and make ar
rangements to start the review
of internal control and the
preliminary work. From every
thing I’ve heard, internal con
trol is really good. I think you
two should handle the initial
review. Write up some fairly

general procedure memoran
dums on the basic accounting
system. Maybe, while you are
doing that, you could also do
some of the preliminary work.
Dick, I want you to prepare
a job budget within a week
or two, and try to come some
where near the 1,500 or 1,600
hours that I estimated. I am
really pleased to get this job
and it should give us some
contacts in several other cities.
Thank you both, and don’t for
get to keep me informed on
progress. (Partner Tom leaves
the room and Dick turns to
Harry.)
Dick: You know, Harry, I hope
that computer doesn’t give us
any trouble but I read some
where that most computers are
nothing more than big book
keeping machines and we can
probably do our audit around
it.
Harry: No, it shouldn’t give us
any trouble. At one of the as
sociation meetings, one of the
speakers kept saying that the
computer was fast, but awfully
stupid. He also commented
that it was extremely accu
rate and that it never made a
footing error or any mathe
matical error. (Lights out)

The lights dimmed and a panel
of four appeared on the right side
of the stage. They were Richard
C. Bluestine, Touche Ross & Co.;
Everett Johnson, Haskins & Sells;
Fred L. Lilly, Jr., Ernst & Ernst;
and John F. Mullarkey, AICPA.
Discussing the scene that had just
taken place, they commented that
obviously none of the accountants
portrayed was too familiar with
computers; their naive self-confi
dence about a situation they didn’t
know sufficiently well proved that.
Would they be competent to talk
knowledgeably enough with the
client’s EDP personnel to learn
what was really going on? Would
they be able to check on the con
trols established within the EDP
system? One of the panelists comManagement Adviser

merited sadly that no accountant
doing an audit which he knew
would have to be done manually
would take so cavalier an approach
to his assignment.
The lights shifted again to the
left side of the stage. The three
“accountants” were back again, but
their mood was very different from
that of the first scene. The month
was April, six months after the pre
vious scene, and an ominous sign
was the presence of a fourth char
acter on the stage, Douglas R. Car
michael, AICPA, playing the ac
countants’ attorney, Bob.
The play:

(The same three men are present
and in addition an attorney from
the accountants’ law firm is pres
ent. In this act the attorney will be
a devil’s advocate, challenging why
and how certain things were done
as they were.)
Tom: (Despairingly) What a
mess! Not only have we lost
AIC as a client, but Bob here
indicates that he has had a
preliminary discussion with
the bank and they have indi
cated that they are considering
bringing suit against both AIC
and us for the bank loan that
is in default. Other auditors
have been called in and appar
ently there is a significant in
ventory shortage and a fairly
substantial accounts receivable
overstatement. I talked with
the Treasurer of AIC and he
told me that when the write
offs are made retroactive to
December 31, the company
will be in serious default. As
we know, the bank loan re
quired that net working capital
not fall below $1,000,000 and
the Treasurer indicated that it
looked as though it is below
$800,000.
Attorney: Yes, that data process
ing manager must have been
really clever. He quit, you
know, right after the investiga
tions started. Did you fellows
get to know him very well?
November-December, 1971

Dick: No, we didn’t. The stuff
he was turning out was beau
tiful and we had almost no
trouble working with it. I un
derstand that there is about
$200,000 in missing inventory
and that at least $50,000 of
accounts receivable is uncol
lectible. I can’t understand it.
I thought we did a good job.
In fact, we came in well be
low budget. By the way, is it
true that the company has
asked for cancellation of the
audit bill?
Tom: Yes, when the shortages
were discovered, and AIC re
alized the significance of them,
they immediately asked for
cancellation of the audit bill
and a refund of the interim
payment they made to us in
early January. If we agree, it
means a loss of about $25,000.
I didn’t like the tone of the
newspaper article, particularly
the headline, “Auditors fail to
uncover shortage; local com
pany in financial difficulty”; it
could hurt our reputation here.
In fact, I’ve had two or three
calls from our other clients
wanting to know what really
happened. Dick, Harry, will
you bring Bob up to date on
what we think happened?
Dick: Glad to. As you know,
AIC had about $20,000,000 in
sales last year and at the year
end receivables were approxi
mately $1,800,000 and inven
tory about $2,300,000. We ob
served the inventories at all but
two locations and those two
locations were quite small. We
also followed normal proce
dures of confirming the ac
counts receivable. In fact, we
used the computer to select
the confirmations. We asked
the data processing manager if
he would have one of the pro
gramers write us a program
which would read the accounts
receivable file and print out all
customers who had a balance
in excess of $10,000 and every
tenth account with a balance

. . . When the shortages were
discovered, and AIC realized

the significance of them,
they immediately asked for

cancellation of the audit hill

and a refund of the interim
payment they made to us in

early January. If we agree,

it means a loss of about

$25,000.
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below that amount. We had a
couple of replies to our posi
tive confirmations indicating
that the accounts had been
charged in error. We followed
these up and saw that the
proper transfers to correct ac
counts were made in January.
We had a few of the normal
replies to the negatives, mostly
concerning cutoffs and pay
ments in transit. I believe we
followed these up adequately.
Tell him about the inventory,
Harry, you handled most of
that.
Harry: Yes, it was pretty tough
to observe the inventory, as
these automobile parts are
stored in floor-to-ceiling bins.
Except for a few items, such
as mufflers, car radios, spark
plugs, batteries, very few indi
vidual items seemed to rep
resent a very large dollar
amount. We did have some
trouble trying to trace our test
counts into the final inventory
as printed by the computer,
but we were told that there
was a lot of excess parts which
could not be placed in the bins
and that these items were con
solidated with the original bin
counts. Data processing pre
punched cards for all items in
inventory. These cards showed
the part number, location, and
unit cost. The employees dis
tributed the cards throughout
the warehouse and entered in
pencil the quantities on hand
of each item. During our ob
servation, we listed several
items and made many test
counts, comparing our counts
to the amounts shown on the
individual cards. We found out
later that the unit cost was
really a wholesale cost and that
AIC receives a wholesale dis
tributor discount, so we had to
make some overall gross cal
culations to arrive at the net
cost of the inventory.
Tom: Did you account for all
of the cards used?
Harry: Well, we thought we did.
36

We had a record of all of the
tag numbers. The data proc
essing manager stated that they
had made a preliminary run
of the cards looking for miss
ing numbers and had located
all missing numbers. However,
before processing of the inven
tory that we saw, all of the
cards were sorted into part
number sequence, extensions
were calculated, and the final
inventory printed. The inven
tory after deduction for the
special distributor discount
was very close to book and
everyone seemed quite pleased.
There are about 10,000 to 12,000 part numbers in each
warehouse and the client used
over 100,000 inventory tags.
This made quite a computer
printout.
Tom: Did you check clerical ac
curacy?
Harry: Well we had a problem
there. There was no natural
breakdown of the inventory
into product lines and so the
entire inventory was printed
with only a grand total at the
end. We did check some of the
extensions and found them ac
curate. When the Treasurer
called us, we went over there
and spent a couple of days
and apparently the grand total
was overfooted by more than
$100,000. Quite by accident,
we also discovered that there
was some duplication in the
inventory. By that, I mean that
2,000 or 3,000 cards were in
cluded in inventory twice, cre
ating another inflation of $50,000 to $75,000. If we’d had one
of those generalized audit pro
grams, we could have sorted
the file in tag number order
and caught the duplication.
Attorney: That’s a good explana
tion, Harry, but what about
the receivables?
Dick: I’ll handle that. The new
auditors did a 100 per cent
confirmation and apparently
have discovered many fictitious
accounts. Before we were

asked to leave, I had the
chance to compare the prelim
inary list of those fictitious ac
counts against our list of con
firmations mailed and there is
not a single duplication. Ap
parently the computer program
we used just failed to pick any
fictitious item. I don’t under
stand it.
Tom: Yes, and subsequent
events proved that neither the
order entry nor accounts receiv
able department maintained
any kind of control over goods
authorized to be shipped. The
data processing manager told
them it was too difficult to use
prenumbered sales invoice
forms and all invoices were
numbered on the computer.
Those shipments which were
not to be billed were merely
dropped from the files and
there was no way of knowing
that this happened. No one
was reconciling goods shipped
to customer billings.
Dick: And the inventory control
people seemed to accept all of
the explanations concerning
the various differences be
tween the physical counts and
their perpetual records. Be
cause data processing was al
ways a week or two late in
posting receipts for merchan
dise purchased, it was always
difficult to reconcile physical
counts to the perpetual rec
ords.
Harry: And yet, data processing
turned out some of the best
reports I’ve ever seen.
Attorney: I read some of your
professional literature over the
weekend, Tom, and, as I read
it, you people really have no
responsibility for catching
fraud or embezzlement if you
exercised the standard of care
required in the circumstances.
For a CPA the standard of
care is defined by generally
accepted auditing standards.
Chapter One of SAP No. 33
states quite clearly that an au
ditor is responsible for failure
Management Adviser

to detect fraud when, to quote,
"such failure clearly results
from failure to comply with
generally accepted auditing
standards.” The most impor
tant evidence you can offer is
your working papers. Do they
support the contention that
your examination was ade
quate in the circumstances and
are they in good order?
Tom: Yes, they are. We have a
good program of examination
and our internal control check
list is complete, although a re
view of it shows some indica
tion that we should have in
vestigated the data processing
activity a little more thorough
ly. You know, our internal con
trol review form is several
years old and there is nothing
in it concerning computers or
data processing. We found out
that several users were relying
on data processing to keep ev
erything balanced. Guess they
were afraid to admit to us that
they didn’t understand the new
system.
Attorney: I met with the client’s
attorney last Friday and they
indicated that the officers of
AIC are extremely displeased
with your work. They also in
dicated that, although the
shortage was very significant,
the company has been able to
obtain a waiver of the loan de
fault and it looks as though
they will be able to make the
current payment due by mid
year. Apparently, they are fish
ing for a cancellation of the
audit bill and return of those
fees paid.
Tom: If that will do it, I’m in
clined to think that we should
comply and get out of this
mess as soon as possible.
Attorney: The most pertinent
standards in the circumstances
seem to be the first general
standard and all of the stan
dards of field work. Two of
them seem pretty clear. One
relates to the training and pro
ficiency of the auditor. We
might be in trouble over that
November-December, 1971

one. Tom, none of your people
seems to have any training in
computers. The second relates
to the study and evaluation of
internal control. Apparently,
no review of any kind was
made of the data processing
department, even though we
had some indication that data
processing did exercise some
control function, or, should I
say, non-control function.
You know that none of the
EDP employees was included
in the fidelity bond and maybe
that should have been com
mented upon.
Tom: Well, our people are well
trained! We hire only college
graduates and almost a third of
the present staff have passed
the CPA examination.
Attorney: I understand many
audit firms are using statistical
samplings of larger files.
Would that have detected any
of the problems, do you think?
Tom: Possibly, but I’m a little
rusty on my statistics. We have
always felt that the use of stat.
sampling merely substituted
one educated guess for an
other, and we have stuck to
the auditor’s judgment.
Dick: I’ve been thinking about
some staff training in data
processing and, possibly, sam
pling. The American Institute
has several courses in both and
two or three look like they
might fit our needs.
Harry: I would certainly like to
get some training in this area.
That programing course I took
in college wasn’t much good in
understanding how these com
puters work in business.
Dick: I think we should send
several men to the "Control
and Audit of EDP Systems”
course and maybe to the “Sys
tems Flow-Charting Course.”
Tom: They’re pretty expensive,
aren’t they?
Dick: Well, the control and audit
course lasts five days and costs
$375 for each participant.
There would also be some
travel costs.

. . . subsequent events proved
that neither the order entry
nor accounts receivable

department maintained any
kind of control over goods
authorized to be shipped . . .

Those shipments which were
not to be billed were merely
dropped from the files and

there was no way of knowing
that this happened.
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Tom: That brings it up to about
$600 for one man, plus the loss
of a week’s work. We only
have a few other clients with
computers and we’ve had no
trouble with those jobs. Maybe
we could buy a book or two
and have the men study on
their own time. Why don’t we
call the local community col
lege and see if they offer any
courses in computers?
Dick: I’ll look into that.
Harry: (Wistfully) Well, we sure
learned that computers aren’t
just big calculating and book
keeping machines.
Lights up again on the right
side of the stage. “This is auditing
by the seat of the pants,” said
Bluestine. “There was poor separa
tion of duties in the EDP area,
which the auditors certainly should
have noted but didn’t,” commented
Johnson. “They neglected entirely
proper testing of the input-output
controls.”
Lilly commented that there were
several areas in the client company
where audit software could have
been used profitably but was not.
Johnson pointed out that it
should have been obvious that
there wasn’t close enough supervi
sion over the auditors who worked
with the client company by the
partner, Tom, and that Harry and
Dick should never have permitted
the EDP manager to write pro
grams for the accounts receivable
function.
“The inventory control—or lack
of it—was really the heart of the
problem. If item tags had been
properly checked, if turnover by
part number had been checked, if
the slowest-moving items had been
identified, a lot of discrepancies
would have ben discovered early
enough to save the situation,” said
Lilly.
Mullarkey summed up the opin
ion of the commentators. “This was
audit by inquiry only. Undue re
liance was placed on the reliability
of the computer operations. If it’s
an accounting function and it’s be
ing handled by computer, it’s the
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accountant’s responsibility to re
view the internal control embodied
in the computer program.”

Concurrent sessions held
The audience at the conference
then broke up into concurrent ses
sions concerned with audit tech
niques in different environments.
Auditing in a time sharing environ
ment was discussed by Dennis Fox,
of Haskins & Sells, and Thomas
Sampson, of Arthur Young & Com
pany; the smaller practitioner and
auditing of EDP by Lawrence Mc
Donald, of Hungerford, Cooper,
Luxon & Company, Ben Rose, of
Elmer Fox & Company, and Ar
nold Schneidman, of Behrman,
Schneidman & Co.; auditing via
generalized audit programs was dis
cussed by Keagle Davis, of Touche
Ross & Co., John Mullarkey, and
Richard Webb, Alexander Grant &
Company. Auditing service-centerproduced records was outlined by
Douglas Carmichael, AICPA, W.
Thomas Porter, professor of ac
counting, University of Washing
ton, and Gordon Taubenheim,
chairman, Champion Service Com
pany.
The AICPA president at that
time, Marshall Armstrong, of Geo.
S. Olive & Co., was the Tuesday
luncheon speaker, as reported in
the September-October issue of
Management Adviser.
Tuesday afternoon was devoted
to supplier sessions and Tuesday
evening to informal orientation ses
sions, both for CPAs considering
EDP activities and for those al
ready involved in EDP activities.
Wednesday, May 26, the final
day of the meeting, opened with a
talk by Robert Schlosser, director
of the AICPA Professional Devel
opment Division, on “First the
Peter Principle, and Now Paul’s.”
Dr. Schlosser reviewed briefly
how Professor Paul Armer of Stan
ford University has now added his
“Paul Principle” to the well-known
concepts of “Parkinson’s Law” and
the recent “Peter Principle,” Pro
fessor Armer’s concept being that
“individuals often become incom

petent over time at a level at which
they once performed well because
they become uneducated (techno
logically obsolete) at that level.”
Dr. Schlosser said he believes
Paul’s Principle contributes directly
to Peter’s—which advances the
theory, “In a hierarchy every em
ployee tends to rise to his level of
incompetence.” Douglas Thomas,
executive director of the Canadian
Institute of Chartered Accountants,
he reported, maintains that “unlike
Parkinson and Peter, at whose hy
potheses you could laugh while
wincing, there is little to laugh
about in the Paul Principle,” and
goes on to say, “However, unlike
the Parkinson and Peter Principles,
it’s relatively easy to delay—if not
forestall—the operation of the Paul
Principle.”
“I maintain,” he emphasized,
“that if you are successful in de
laying or forestalling the operation
of the Paul Principle, you will
rarely be overtaken by Peter’s,” but
he also observed that the apparent
indifference of professional prac
tice in the face of technological
improvements presents a discour
aging outlook toward ever gaining
on the Paul Principle.
The group was informed, for ex
ample, that the approximate 15year existence of the electronic
computer as applied to business
systems has not resulted in an un
derstanding by more than a minor
ity of CPAs of its applications in
the auditing field. The group also
was reminded that the CPA who
is unable to review and evaluate
controls in a client’s EDP system
is not observing generally accepted
auditing standards. Moreover, he
asserted, there are known cases of
this type of continuous omission,
subjecting the practitioner to seri
ous legal risk.
Pinpointing areas of insidious op
eration of the Peter Principle—fail
ure of a manager (supervisor,
junior partner) due to lack of spe
cific managerial training—and the
Paul Principle—a case of eight dif
ferent answers (two from CPAs)
to a taxpayer seeking “expert” tax
Management Adviser

advice—Dr. Schlosser continued
with a suggested antidote as stated
by Douglas Thomas, executive di
rector of the CICA, when he wrote,
“Every professional man knows that
professional responsibility, to say
nothing of intelligent self interest,
demands that he must continually
strive to improve his own stan
dards.”
P.D. work reviewed
Dr. Schlosser gave a resume of
the work of the Professional Devel
opment Division of the AICPA, in
dicating that in the coming months
there have been scheduled 26 re
gional programs at 237 locations
and 40 seminars at 237 locations. He
brought out the fact that no dues
money is regularly used for pro
fessional development programs,
but that the Professional Develop
ment Division is responsible for
development of this material and
must obtain coverage solely from
the prices charged to states and
participants.
Examples of specific antidotes to
the Paul Principle were cited in
advantages of the course in EDP
Audit and Control; Statistical Sam
pling Workshop for aid to man
agers and partners in decision mak
ing with the sampling plan; various
levels of staff training; manager
development courses covering ma
terial of practical value to young
professionals as well as partners;
and courses in the tax areas to pre
clude the necessity—for example—
of attempting to bluff one’s way
through developments of such ur
gency as brought about by the Tax
Reform Act of 1969.
Following Dr. Schlosser’s talk,
there was a general session, “Win,
Place, or Lose,” divided into three
consecutive panels, the first on
Computer Center Operations, the
second on Programing and Project
Control, and the third on Contrac
tual Agreements for Computer Ser
vices and Related Legal Implica
tions of EDP.
The first of the three sessions,
that on Computer Center Opera
tions, had as panelists Robert Ivey,
November-December, 1971

Windes, McClaughry & Co., and
Robert McCarthy, Laventhol Krek
stein Horwath & Horwath, and was
moderated by Leonard Esstman,
Kraft Bros., Esstman, Patton, Hur
rell & Wehby.
Mr. Esstman in his introductory
remarks said his firm, in Nashville,
Tennessee, had joined with five
other firms in the area about four
years ago to form a joint data cen
ter. The result, he said: If the cen
ter could double its volume, it
would double its loss. He then
introduced Mr. Ivey to detail his
slightly more rewarding experience.
Ivey, using slides with his talk,
said that his firm, with 65 CPAs
and staff members, had both its
own computer and a terminal tied
into a time sharing computer net
work. The terminal is used mainly
for problem solving and staff train
ing purposes, the computer proper,
for the firm’s own information
needs and for clients’ work.
He stressed the point that his
firm does not work as a data cen
ter, that it serves only regular cli
ents, so that it does not compete
directly with service bureaus or the
banks in the area offering computer
services. Charges for each client
job are determined, he said, on the
basis of staff time recorded on time
sheets, computer time taken from
the computer log, and charges for
the forms used.
Internal firm work accounts for
about 15 per cent of the comput
er’s time, he said; 10 per cent is
small-client write-up work; and
the balance is used for more com
plex client tasks.
“By the third month after our
computer was installed, we were
recovering the monthly rental cost
of our computer through client
charges. Ever since, the client
charges have covered all costs with
a resulting profit. . .
Mr. McCarthy, speaking of the
Laventhol Krekstein Horwath &
Horwath experience with in-house
computers, which, as he pointed
out, goes back to the early ’60’s,
had a few words of warning for the
audience.
On input and source documents,

he said, it was absolutely essential
to establish strict rules and abide
by them.
“Don’t accept Xerox documents
as input, and avoid elaborate cod
ing structures,” he said.
One of the biggest problems in
data processing, he went on, has
come about through the develop
ment of too many characters.
“All of this slows input and so
throughput,” he said. It also con
tributes heavily to the error factor
when alpha characters are used.
“With any punched paper tape
—or optical font—device used for
creating automatic input media,
every care should be taken in the
design of the data recording de
vice to force the operator to use it
properly. The time and effort spent
in this phase of system design will
come back one hundred fold,” he
continued.

From disk back to tape
In their computer installation,
LKH&H started out with a diskonly system and then switched to
magnetic tapes, he said. “From an
audit trail and control point of
view, this is much safer because
the update of magnetic tape does
not destroy the previous informa
tion as it does on disk. It is, there
fore, still available at least until
the tape is reused. The magnetic
tape approach also eliminates disk
copy or card punch routines that
are used for back-up in disk-only
installations.”
Mr. Ivey interjected that his firm
does not actually send computerprepared billings for client services
because it wants to hold open its
options on the amount to be billed.
The next panel, moderated by
Michael Moore, Arthur Young &
Company, led off with Ted David,
of Touche Ross & Co., who laid
down some ground rules his firm
had found useful in programing
and project control.
Using slides, Mr. David said
there was no real reason for data
processing implementation in so
many cases going years beyond the
time scheduled for it, and costing
two to three times the amount
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that had first been budgeted for it.
Planning must encompass, he
said:
1. What the job is all about—its
specific objectives,
2. The individual jobs that will
have to be done,
3. Assignment of personnel for
each job and scheduling for
each, and
4. Approval of all the plans and
their turnover to production
control.
“It’s impossible to overestimate
the importance of writing down
everything that has to be done,” he
cautioned. “Each task level should
have a time assigned for its com
pletion. Each task should take not
more than three weeks.”
On project control, he said that
a check should be made each week
to ensure that the project is pro
gressing as planned. If necessary,
it should be rescheduled but a
check should always be made on a
weekly basis.
There should also be a continu
ing status report, he said, showing
what problems are cropping up un
expectedly and the measures being
taken to solve them. This status
report in turn should be updated
constantly to keep a constant rec
ord of what’s been accomplished
to date and what remains to be
done.
Leonard Gilbert, S. D. Leides
dorf, the next speaker, stressed the
necessity of complete understand
ing between the EDP department
and those using its services.
“The system actually begins
when another department requests
something from EDP,” he said.
“That’s why it’s so essential that
the analyst assigned to the system
understand the user’s language and
terminology. Of course, it’s also
important for the user to try to
understand the language of the
EDP people.” The ability to com
municate requirements effectively
and to implement solutions to these
requirements in the system is the
mutual responsibility of the user
and EDP personnel.
Equally important, Mr. Gilbert
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noted, is the necessity that docu
mentation, to the extent practi
cable, be in an understandable
form, rather than a mathematical
shorthand particular to the indi
vidual analyst. Documentation is a
working “tool” prepared while the
job is progressing, rather than a
project to be undertaken after the
system is completed.
Mr. Gilbert indicated that need
for or quality of documentation
was not dependent on the number
of people involved or the size of
the project. Documentation was
equally necessary in a small “shop”;
in fact, due to the limited personnel
involved it could be more critical
because of personnel turnover, se
curity, etc.
To a question from the floor as
to whether the need for documen
tation varied with the number of
people involved in the project, he
replied that since a larger job takes
more detailed documentation, it
generally did.

Legal steps outlined
The last panel of the morning
and the closing session of the con
ference, moderated by Robert
Nadel, Hertz, Herson & Co., had
as speakers two attorneys discuss
ing the legal implications of EDP.
The first, Roy N. Freed, of Wid
ett and Kruger, said more satis
factory computer use could be
achieved through better contract
ing practices. He also said there
is a crisis in computer contracting
because of bad practices. It is es
sential, he said, when about to buy
or rent a computer:
1. To define at the very begin
ning of negotiations just what is
wanted from the use of the com
puter system. “That’s the basis of a
good contract,” he said. “It’s also
important to set supplier perform
ance milestones immediately. If
you don’t identify every possible
point you want covered, you’re just
buying trouble.
“2. Also, check the backup facil
ities very carefully for any machine
you’re planning to buy or rent,” he
warned. “If you’re serious, get a
firm commitment in writing. Gen

tlemen’s agreements usually are
worthless.”
A complete written agreement
between buyer and seller is almost
as essential as a computer program
for a system, he declared. “There
are no standards in the market yet,
so don’t copy someone else’s form
or accept the manufacturer’s rou
tinely. But at least document all
commitments by letters or by
memos.”
This legal approach will take
longer than a more casual one, he
conceded, and it usually will cost a
little more in the beginning. But it
will pay off in the end by reducing
frictions and possible legal action.
As far as computer software is
concerned, he said, the wise buyer
will recognize that the supplier, in
most cases, is a manufacturer selling
goods rather than someone selling
services.
“It makes a great difference if
that is the true nature of the trans
action as far as his warranties are
concerned,” he said.
The second panelist, Robert Big
elow, of Hennessy, McCluskey,
Earle & Kilburn, discussing protec
tion of proprietary programs, said
the first rule was not to be overgenerous with them.
How can one protect his own
programs?
Treat them as if they were trade
secrets, he advised. A patent has
the disadvantages that it takes three
years to obtain, the program must
be so different or so unique that it
wouldn’t be fairly obvious to a
skilled programer, and in three
years most programs are outdated
anyway.
A copyright protects only against
exact copies, not the logic, he
pointed out. Changes in a few de
tails of a program would make its
protection very problematical.
“It’s very difficult to prove ever
that software has been stolen,” he
concluded. “The best thing to do
is protect it as you would a trade
secret; let as few people as pos
sible know any details about it and
keep the people who do know con
stantly aware of the need for
secrecy.”
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